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SOVIET AND EASTERN EUROPE ECONOMIC PROBLeVS

INTRODUCTION

Mr. Casey and my colleagues have out]vned for you the Sov19t expansionist

~drive and Voscow S consequent 1nvo]vem=n» in many req1ons of the world.
Paradoxically, this has occurred at a time whin the Soviet Union® S own

domestic situation -- primarily economic -- is less than satisfactory.

“Soviet economic problems are worsening to such an extent that the SJstem ‘

s less and less ab]e to support the Brezhnev-era qoa]s of an expand1ng empire

abroad constant 1mprovements in m1]1tany strength and econonxc qalns and

well-being at home. S1nce Sov1et econon1c deve]opments will have such an

important bearing on that country s future, 1 sha11 exam1ne this subject in

greaterldetail.

Sov1et economic grovith has fallen from nearTy 4 percent per year during

most of the 1970s to less than 2 percent per year since 1978.

- Wh1]e the slowdown has occurread 1n a]l major sectors of the economy,

- . the very low growth of the last three years IS ma1n1y the result of

¥

three consecut1ve bad grain harvests; output in 1981 was about 174 \

below plan.

-~ Industrial production'-- tﬁe traditional growth leader -- siowed from

around 6 oercent per year in the early 1970s to Iess.then 3 percent

per year since 1978.

S




"~ Some of the reasons for the econom1c s]owdovn are c]ear.
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The impact of the economic slowdown has hnen felt prvmar1ly'1n
sna’ler annual 1ncrements in goods and serv1ces allocated to

consumption and investment.

feanwh11e the annua] lncrement to defense rema1ned uncnangod at 4 to

5 percent per year.

~ -Harsh weather conditions accounted for much of the detérioration in

-agricultyre, but m1smanagemnnt and smaller 1ncreases in fertilizer

deliveries also played a role. Shortfa]]s in agrlculture, of course,

he]d back food processwnq and light 1ndustry.

The dominant factor, however, in the Industrlal s]owdown has been the

-declining qua11ty and quantity of cheap, easily access1b1e raw

mater1als (espec1a11y fuels) in the Western USSR, .and the need to

~deve]op high cost Tower quality sources in the north and east.

“Soviet p]anners meanwh11e, have not adJusted W°1] to ‘the changed

o _cond1t1ons in the economy. The ever-present tens1on in thp economy, '

1ncreased markedly,

(1) ‘Demand for.traﬁsportation services exceeded supply. »
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(2) Production shortfalls in one sector reverberated through others;
stagnant or decllnwng production of bas1c mater1als such as
steel, coal and cement disrupted and in some cases halted

construction act1v1ty and 1ndus*r1a1 operations.
(3) The productivity of labor and capital resources combined felj.

(4) Sovfet_p]anners became less able to develop balaﬁced annual and

-

five-year plans.

~~  More fundamenta]ly, the “command" economy, tell—su1t°d for the
building of the economy by massive inputs of capital and Iabor in the
‘ear1y years of Soviet power, is nov -inadequate to the needs of an
advanced industrial society. Most Wes*ern econcmrsts agree that the

Sov1ets need to take two major steps.

(1) Decentra11zat1on of planning and managament and 1ntroduct1on of
e]ements of a market economy to make ‘the economy'morn f]ex1b]e
and responsive to 1ncreas1ng]y sopn15t1cated and dlversxerd
demands. ,"

e
(2) A reform of the incentive structure to 1ntroduce greater

efficiency in the ut1]1zau1on of resources.'

- However, such reforms would threaten the party’s contro7, v1oTate Soviet

1deo]og1ca1 tenets, and run up against entrenched bureaucrat1c interests.
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Consequent]y,

though the Soviet leadership has pald lip service to refonn in

the past, it has nnt taken any serious action.

~ The outTook for the 1980s is not bright as soms of the condxtIOns ‘

' contr1but1ng to the s]owdown worsen and others take ho]d

!hether or not oil production falls, energy output 1s c]earlf go1rg

to 1ncr°ase more slowly and bacome more expens1ve. '

(1)

(2)

(3)

The ent1re 1ncrement in energy productlon must come from beer1a

" where costs are high and infrastructure minimal. Thus, large

‘new 1nvestmants must be made in roads, ra11 I1nes and pxpe11nes

- large ticket items with heavy up—front costs and Iong Tead

times.

Shifting the fuel balance toward natural gas wil] require a

- large bulldup of d1str1bu+1on and storage fac111t1es (1.e., more

ylnvestment)

Because smaller annual increments in total investment are
p]annéd for 1981-85, energy exp]difation and assobiated
infrastructure will absord an 1ncreasxng share of 1nvestnent

resources.

On top of the 1nvestmnnt crunch, 1ncrements to the labor force -

decl1n1ng since 1977 - will cont1nue to decline until 1986 and will

not regain present Tevels until after 1990.
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-- eSp°c1a11y skilled labor -- is likely to 1ncrease-

(2) But most of the new entrants will be from the Moslem areas of

the USSR where few of the Soviet industries are located. |

Moscow cannot Took -~ as it has in the past few years - to the fore1gn

sector for much re]vea.

== "The USSR was hit in 1981 by a soaring agricultural import bill, <. »
o0il prices in the West, and to disruptions in Polish trade. As a -

~result, the trade deficit more than doubled to about $6 billion.

== "The USSR's hard currency problem is almost certain to worsen in the

‘coming years.

(1) The only large new source of hard currenqy earnlngs on the
H - horlzon is the Yamal gas p1p°11ne vhich is not expected to go
.:1nto full operat1on until 1986 _ Moscow is bankwng on these gas
exports in the face of its own dec11n1ng 011 export capacity and

" the uncertaln world oil market.

. (2)»-Sov1et current arms sales are very large, but no new major

fdeta1ls are currently in negatiation.

(1) - With labor productivity nearly at a standstill, dnmand for ]abor o
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(3) Although gold sales can be stepped up, Moscow must be careful

not to spoil the market.

" (4) The prospacts for stagnation or decllne 1n Sov1et hard currencv
earnings indicate that Moscow w111 be unable to increase its
hard currency 1mports un1ess the west prov1d°s more cred1ts and

. Moscow accepts a 1arger hard currency debt. '
_ As the Sov1ets look at their East European empire, they cannot be
sangu1ne about the econom1c prospects of those countr1es exther. The COMECOV
‘countr1es (excluding the USSR) have an agqregate hard currency debt of over

$60 /b1111on and are all faced with economic ‘stagnation.

~ In sum, then, it is most likely that economic problemé will force tough

| a_'decisfons on the USSR and other East European countries. -The policy debates

surrounding these decisions will probably become intertwined with the
-succession struggles vhich will probably occur in a number ofhthese

countries.‘ The looming Sov1et success1on has been widely d1scussed that is

sometimes over]ooked is that the leaders of Bulgaria, CzechosYovak1a Hungary,h'

Tand East<Germany are also around 70. The death of these 1eaders part1cu1ar1y
Af th1s occurs close together will 1ntroduce additional uncerta1nt1es 1nto an
"already comp11cated s1tuat1on. The Sov1et reaction to the Polxsh cr1s1s

- suggests that in times of troub]e the most tempting vay out of immediate

' -difficulties ls through the use of force. The open quest1on 1s,how long such ', .-

" a policy can succeed in maintaining tha Soviet empire.




